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EXECUTIVE SUMMARY

Bncl_:ground

In J‘ly 1981, CACI, Inc. submitted an unsolicited proposal to the Air
Force Business Research Management Center (AFBRMC) to analyze how
motivational programs within large defense contractor organizations
affect the actions of managers and executives who negotiate contracts
with the Air Porce. The principal objective of this research was to
assess whether knowledge of these contractor motivational programs by
Government acquisition and program offices would provide them with
additional leverage in tailoring contract terms to maximize Air Force
acquisition objectives.

Research Need

Earlier, the Joint Logistics Commander Group requested that Head-
quarters, Air Porce Logistics Commend (AFLC) enhance aspects of the
acquisition process by conducting research into contractor motivation.
AFLC submitted a research need to AFBRMC and a contract was awarded to
CACI, Inc. to begin work on August 14, 1981 to collect dats on
contractor internal wmotivation systems in specified defense
corporatioas.

Studz Focus

The data collected on each company focus on the corporate objectives set
down ia executive and management incentive plans. These plans motivate
key personnel to act and achieve corporate goals by promising signifi-
cant bonuses, recognition, promotions, company stock or other compensa-
tion. An assessment of these key corporate goals by Air Force
acquisition and program offices can point to probable actions that
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contractor management will take and can help the Air Force plan better
acquisition strategies to achieve their objectives through contracting.

Research Steps

The following approach has been taken:
l. Fifty large defense corporations that do business with HQ
USAF and AFLC were identified.

2. Key factors about their internal motivational programs were
defined to guide data collection.

3. A thorough examination of data sources was conducted.

4. Specifi= data were collected on each of the contractor
organizations.

5. Detailed and summary versions of the data on executive
incentive programs and corporate objectives for each company
were submitted as deliverables.

Conclusions

1. Most companies grant awards of company stock and options on the
basis of length of tenure, position in the corporate hierarchy, and
contribution to annual net earnings per share. While these types of
incentive plans are meant to build long-term equity for corporate
managers, they motivate actions that maximize short-term profits.

2. |Most companies also award annual bonuses based on growth in net
earnings or return on equity, which again yield short-term management
efforts to maximize fee, reduce costs, and improve cash flow.

3. Many companies are beginuning to experiment with incentive plans
focused on achieving long-~term corporate objectives, such as long-tera
growth ian esrnings, .nchienunt of cash flow objectives, return on
invested capital, and wulti-year strategic perforasnce targets
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established for divisions or operating units. These types of incentives
sre likely to produce management actions to tradeoff ghort-term profit
for guarantees of future business and multi-year contracts,
funded

investments, and divéruify into the commercial sector.

obtain

government capital 1investments, wmake larger corporate

Next Steps

How can this information on contractor motivation be integrated best
into the routine planning process of acquisition offices to help
suticipate likely contractor actions and tailor contracts to achieve Alir
Force acqﬁisition goals?

A practical planning tool can be developed for use by acquisition and
program officers that would:

e Retrieve specific up-to-date information on each
company, and

o Enable officers to test, simulate and ask "what
1f" questions about the impact of contractor
motivation on contractor actions on s company-
specific basis. The tool can also provide the
ability to ask “vhat {f" questions that assess the
impact of alternate contract terms on maximizing
Air PForce goals while satisfying contractor
objectives.

This planning tool would require development of & wmodel of the
acquisition planning process that could provide feedback on the likely
benefits of pursuing alternate contracting strategies in different types
of procurements.

The model could be engineered so that new users can operate it without

prior training. The results of the model can be designed to provide 5 h
highly practical assistance in evaluating acquisition strategies. The ¥ o
tool would also be very useful for training new acquisition and prograam 3
officers.
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OBJECTIVES OF THE STUDY

The overall objective of this study 1is to assist U.S. Air Force
acquisition officers and progran managers gain greater understanding of
internal contractor motivation as it impacts on contract negotiations
with the Air Force.

By understanding the goals, satisfactions, and motivations of managers
in the contractors' divisions, subsidiaries and operating units, Air
Force personnel have the basic information to anticipate 1likely
contractor positions and actions in negotiations. They can also test
and plan alternate Air Force contracting strategies that naximize the
goals of the contractor while leveraging contract terms to the advantage
of the Air Force.

More specifically, the project is focused on identifying the particular
techniques by which corporate management in the top Air Force
contractors attempt to influence, motivate and leverage the behavior and
performance of managers in their divisions, subsidiaries and operating
units. These methods include formal incentive and reward programs, the
establishment of strategic business goals against which divisional
management will be evaluated, and the management climate and culture
wvithin which managers must operate.
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PURPOSE OF THIS REPORT

This Final Study Report presents the results of the data collected
internal contractor incentive/reward programs. Among the areas
discussed are:

¢ Summary trends.

e Practical utilization of the data.
e Data sources.
e Data updating.

® Next steps.

A summary matrix of current incentive plans at each of the top Air Force
contractors in the study is also presented.

Previous technical reports have focused in detail on the data collection
plan (dated September 30, 1981) and the actual data collected in their
fully expanded form (dated November 20, 1981).
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SUMMARY TRENDS B

DATA AVAILABILITY

Complete and current dats on executive incentive programs were available
on 45 of the 50 defense contractors included in the study sample. Data
vere not available through public sources or direct request from
Aerospace Corporation, Hughes Aircraft Company, Mitre Corporation,
Sargent Fletcher Company, and Sverdrup Corporation. Current data on

strategic business goals and management climate were found on 29 of the
50 companies. )

TYPES OF INCENTIVE PLANS

Of the 45 companies on which data were available,

-9 40 have active Bonus Plans, primarily annual cash
bonus plans,

o 37 have active Market-Based Equity Building Plans,
primsrily annual stock options plpns, and

e 16 have active Performance-Based Equity Building
Plans, primarily long-term performance unit plans.

The annual cash bonus and stock option plans typically set yearly
targets that wotivate short-term, tactical management efforts toward
maxinizing profit, reducing costs, and improving cash flow. The long-
term performance unit plans, on the other hand, typically set 3 to 5
year strategic targets and award performance units to managers as they
make progress toward achieving these objectives. Only at the end of the
avard period and with successful achievement of the targets can the
units be cashed in. These plans motivate more strategic managewment
actions where tradeoffs against short-term profit are more likely.
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GOALS MANAGERS ARE SHOOTING FOR IN INCENTIVE PLANS

Different targets are established for each category of incentive plan.
Knowledge of these targets can help in anticipating contractor actions.

Bonus Plan

o Tawgeted Z growth in net earnings

o Earnings must exceed a set I of capital or
shareholder equity

o Achievement of pre-set corporate, division or
individual targets (volume growth, profit goals,
technical achievements, return on assets, return
on equity, cash flow, new contracts, new products)

e Management formula keyed to individual
performance, position in company, length of
service, contribution to profit and supervisory
appraisal.

Long-Term Performance Unit Plans

@ 3 to 5 year targets set for earnings per share
growth rates, return on assets, return on capital
or other financial or strategic goals.

Stock Options Plans

¢ Management formula keyed to upper management
positions, and contribution to corporate financial
goals.
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OTHER STRATEGIC GOALS MANAGERS ARE SHOOTING FOR

Other publicly-stated corporate objectives were collected. These goals
are presented below in rank order based on the number of companies in
the sample that have espoused them.

Strategic Goals

Number of Companies

Make higher profits and margins

[
-t

Tighten financial controls

Pursue acquisitions and diversity

Increase research and capital spending
Reduce dependence on government contracts
Be the low cost producer

Become the technical innovator in the field
Dominate the market

Reduce corporate investments

Strengthen the cash flow

Pursue long-term goals over short-term rewards
Pursue short-term earnings

Seek new commercial spinoff products

- o = N MM W W W n N

Stress company service and reliability

MANAGEMENT CLIMATE WHICH MANAGERS MUST CONFORM TO

Every corporation has a climate, culture or philosophy which managers
must conform to or risk dismissal. Management climate also reflects the
current “"state of the organization” in terms of morale, internal
disruptions, reorganizations, and so forth. An understaunding of
management climate can help in anticipating the potential directions of
managerial actions.
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Categories of management climates are identified below in rank order
(:T based on the number of companies in the study sample that have them. 1

Management Climate Number of Companies

High management turnover 8
Centralized decision-making in corporate headquarters 4
Decentralized decision-making in units 2
Strategic dir;ction lacking 2
2
2

Risk-averse, conservative style

High respect for corporate hierarchy, loyalty and philosophy

Conclusions

The incentive, goal, and climate data collected on each of the large Air

Force contractors offers a unique advantage to Air Force acquisition and

program offices. They provide key information for anticipating

potential contractor actiongs and can help in testing, planning and -
(; evaluating the impact of alternate contracting strategies that the Air

Force might pursue vis a vis these contractors.
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PRACTICAL UTILIZATION OF THE DATA

How can this data be used to assist Air Force acquisition officers and
program managers motivate contractors to maximize Air FPorce acquisition
objectives? The principal applications of this information are in
planning for .negotiations with contractors and in training of new
acquisition officers and program managers.

ANTICIPATION OF CONTRACTOR ACTIONS

Internal incentive programs attempt to motivate divisional management
toward achieving corporate objectives. If these objectives are
identified by analyzing the data gathered in this project, it might be
possible to anticipate 1likely contractor actions that would further

achievement of these goals.

For instance, if a contractor seeks program continuity they might be
willing to compromise on fee. A contractor seeking to tighten cash flow
might push for upfront payments and short-term progress payments. A
contractor seeking new product offshoots for the commercial market aight
be willing to take greater risk in a goverument R&D type contract and
fund it partially through internal dollars while planning to gain a
large return on investment later in the commercial sector.

Depending upon the goals managers are shooting for, their actions in
contracting situations are 1likely to produce concessions, demands,
compromises, and tradeoffs. For example, changes in corporate goals and
philosophy could potentially result in changes to:

¢ Risk-taking propensity.

e The importance of profit versus patriotism and the
national security.

10
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e The desired mix of military and commercial
business,

¢ Contract types desired.

e The desired timing of contract awards.

TESTING AND EVALUATING ALTERNATE GOVERNMENT STRATEGIES

Data gathered on executive incentives and corporate goals can also help
acquisition officers test and evaluate alternate government contracting
strategies vis-a-vis particular contractors by anticipating their
probable responses. For instance, if the govermment offers longer term
funded contracts, that would probably be seen as a very favorable
provision to a company whose objective 1is to build, expand and retain
the technical capability of its staff. Such a company might be willing
to tradeoff the guarantee of program continuity for fee. The "what 1f”

tool described in the next section would facilitate this type of testing
and planning.
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DATA SOURCES

SECURITIES AND EXCHANGE COMMISSION FILINGS

Most U.S. public companies with more than 500 shareholders and more than
$1/2 million {n assets are reruired to file certain documents with the
Securities and Exchange Commission (SEC) that contain information on
their executive compensation and incentive plans. Among those documents
that are most useful in identifying details of these plans are:

Proxy Statements
e 10K Reports and their Exhibits

e Annual Reports to Shareholders

Registration Statements (S-8 and S~1)

These documents are available through the SEC directly or Disclosure,
Inc. on microfiche or hard copy (curreat year only). Data are usually
available on the 1incentive plan description, eligibility and
participation criteria, performance criteria, reward type, bonus pool
fornula, and expiration date of the plan. In some cases, the amounts
awarded annually through the plans are svailable -- primarily in the
Proxy Statements and 10Ks.

Most subsidiaries, divisions, or operating units are not required to
file with SEC separately from their parent company. A list of companies
required to file 4is available from the SEC. But in almost all
instances, executive incentive programs are established corporate-~wide
and include upper middle management and top sanagement of all corporate
units that contribute to the consolidated income statement.

12
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Financial performance data for 3 to 10 years are also available on an
induatry segment basis in the 10K and Annual Shareholders Report. These
segments are usually aggregates of several divisions or operating units
that are all in the same line of business.

In some cases, corporations provide exhibits of the entire incentive
plan verbatim, summaries of the plan, guidelines for managers on
performance criteria, forms that are used in aduinistering the plan, and
payout statistics to officers, directors, and other employees.

In most cases, only the most recent documents filed with the SEC need be
referenced since the executive incentive program is summarized for the
benefit of shareholders each year. However, in many cases, it was
necessary to trace back to an earlier year's filings to obtain expanded
descriptions or particular aspects of the plan.

QUESTIONNAIRES

Letters with respounse forms were mailed to all 50 corporations included
in the study requesting detailed information on their current executive
incentive plans. A sample letter and response form is presented in
Figure 1. The major purpose of this letter was to fill in gaps
concerning performance criteria for awards and provide dats onm
privately~-held companies or those not required to file with the SEC.

Through December 4, 1981, six responses were received from the following
corporations:

e General Dynamics Corporation
e Rockwell International Corporation
e Westinghouse Electric Corporation

e Textron Inc.

13
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Figure 1
- WASHINGTON, D.C. OFFICES
date
address
Dear H

CACI, Inc., an international R&D firm, 1is conducting & survey of
executive incentive and stock option programs in use by the top
industrial corporations. I would greatly appreciate your assistance in
helping gather data on your firm.

Specifically, we would like a description of your programs and the award
criteria that must be achieved or surpassed to be granted a bonus or
stock option =~ the objectives executives are shooting for, corporate

performance goals, or the appraisal guidelines used to determine
individual awards.

While we have already gathered some data on your firm's incentive
prograns as reported in SEC filings, information on the award criteria
vas not readily available in those documents.

~ For your convenience, I have enclosed a form that requests the desired
inforuation. Thank you for your consideration.

Cordially,

Bertram I. Spector, Ph.D.
Vice President and Manager
Management Decisions Department

B1S/ben

Enclosure
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(\ SURVEY OF EXECUTIVE INCENTIVE PROGRAMS

1. Your company

2. Place a check next to each executive incentive program your company
currently has in force.

a. Bonus plan “f. Stock options
T b. Perforpance unit plan T8+ Stock purchases

c. Performance shares plan . . h. Stock appreciation rights
:d. Purchase/appreciation grants :1. Stock grants (restricted
__e. Full-value grants stock)

3+ Other:

3. For each of the programs you indicate above, please provide the
following information.

A. Plan type:

Reward:

Eligible Personnel:

Award criteria (objectives or standards):

B. Plan type:

Reward:

Eligible Personnel:

Avard criteria (objectives or standards):

v TS N s W, b

L

(over please)
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C. PMan type: . . L=

Reward: .

Eligible Personnel:

Award criteria (ob'jccuns or standards):

4. Your nsme and title

Thank you for your assistance. Plesse return this form to: Dr. Bertram
I. Spector, CACI, Imc., 18135 North PFort Myer Drive, Arlington, Virginia

T 22209. ‘
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¢ Texas Instruments Inc.

e Thiokol Corporation

All but Rockwell provided additional useful information.

OPEN SOURCE LITERATURE

An extensive search of business journals published over the last five
years was conducted for the 50 companies included in the study.
Articles were analyzed to 1identify current corporate/subsidiary/
divisional strategic goals and objectives that would likely motivate
executives and managers in each company. Indications of the current
management climate — for example, managerial morale, degree of
managerial autonomy, the corporate financial situation, risk-taking '
versus conservative management style, and conflicts within the top

management group —-- were also identified as additional motivators of
divisional manageuwent.

The five journals that proved most useful in gathering this type of data
vere: '

e it e, e - -

e Business Week

e Forbes i

e Portune

° Industg Week
e Financial World }

Relevant and curreat data could not be found on all companies in the

study sample since the corporate coverage of these journals tends to be
uneven.
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ORGANIZATION CHARTS

Current organization charts of the corporations in the study and their
principal divisions and subsidiaries were available from the Defense
Industry Organization Service. Subscriptions to this service are
available from Carroll Publishing Company, Washington, D.C.

17
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DATA UPDATING

SEC FILINGS

Executive incentive programs usually expire after several years or reach
an award ceiling and then must be renewed and revised. This usually
requires a shareholder vote and thereby 1s reported in the proxy
statement. Stock option plans often have a maximum number of shares to
grant wvhich may be totally distributed before the expiration date of the
plan. Therefore, it i{s fmportant to monitor the SEC filings every year
to identify the active plans and the current goals managers are shooting
for.

The 10K and Annual Report to Shareholders are filed after the close of
the company'a fiscal year. The Proxy Statement is distributed several
months before the annual shareholder's meeting. Registration statements
are published to register securities before they are offered to
investors or employees under iacentive plans.

QUESTIONNAIRES

Mailings of additional questionnaires are not 1likely to yield
significant amounts of information unless new companies are added to the
list.

OPEN SOURCE LITERATURE

The five journals indicated earlier should be monitored on a regular
basis to gather new insight into corporate strategic objectives and

management climate that might influence the performsnce and behavior of
divisional management.

18
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- ORGANIZATION CHARTS

The service wentioned esrlier updates corporate organization charts on a
regular basis over the year as changes occur.
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NEXT STEPS

How can this information on contractor motivation be integrated best
into the routine planning process of acquisition offices to help
anticipate likely contractor actions and tailor contracts to achieve Air
Force acquisition goals?

One way to institutionalize the use of this information is to develop

and implement a practical planning tool that would:

e Retrieve specific up~to-date information on the
incentive plans, corporate objectives, management
climate, and financial performance of each
company, and

¢ Enable officers to test, simulate, and ask "what
1f" questions about the impact of different
incentive plans on contractor actions on a
company-specific basis. The tool can also provide
the capscity to ask “what {f" questions that
asgess the impact of alternate contract terms on
maximizing Air Force goals while satisfying
contractor objectives.

This planning tool would require the design and development of a
sophigticated model of the acquisition planning process that could
provide feedback on the likely benefits and costs of pursuing alternate
contracting strategies in different types of procurements.

The model could ba engineered so that new users can operate it without
prior training. To facilitate processing, it would be wise to implement
the model on a computer, where it could be developed in a “user
friendly” interactive fashion. The results of the model can be designed
to provide highly practical assistance in evaluating alternate acquisi-
tion strategies. In addition to serving the planning functiom, this

20
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tool would also be very useful for training new acquisition and program
officérs by allowing them to test alternate strategies, getting feedback

and comparing their regults to a baseline database of experienced
acquisition officers.

21
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] CONTRACTOR/INCENTIVE SUMMARY MATRIX
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Ascoapace Covporaticn Data et avetlable ! .
JAVCO Corporatjon Anwwsl Discre- Rornings sust - - Stock Nptisn Plon
tionary Boaws exceod § parceat termula
of capitel
ndis Cosporstion Anauel Bosus Growth 1n set ™ 3-ysar E98 Stock Dptions Menagenent Nejor high Ne clear
earnings sad monsge- Parforusace growth cate with SAR formnia snd technelegy strategic
went sppraisal Saite Plea b jectives coationed scquisitions direction
anpleynent
Beeing Coapany Ansual Bomus Monagemeat forwmuls - - - - Lev cest preducer Less cerporate
including individusl's 1a conmercial jete iavestaeat outside
copacity, officlency, commercisl sector
effort, leyaley,
length of sevvice sad
contridution te succese
Chrenslloy Assrican Disccetioassy Not avatlable Stock Boaus Racuings pec | Steck Opticn Plon Tmpoheis ou Move te replece old-
cperatios Somus Plan ohare greweth toramwla [ 1al pl 1 timer with
young and agaressive
asaagers
P-uu Rlectric Company - - Loag-Tern Rarnings ltoe.l Option Plaa
Perlorusnce per share toramle
Sheres gromth of
12 1/1% ever
S years
B-Systems, Ine. Asaval Deawe Mansgement formsls - - Seatricted Steck
Optien Plea tormula
'aicehild Induatries, Inc. | Annuel Bonus lndividual performsnce - - Stack Optionn Reduze dependence
ond mansgenent appraissl with SARs formmla oa geverweeat
{ecludes satwre comtrante;
of osrvices sequistitions
rondored, snd
current and
potenttal
ocontribution
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PERPORMANCE-RASED MARKET-RASED STRATEGIC
BONUS INCENTIVE PLANS EQUITY DUILDING PLANS EQUITY BUILDING PLANS BSINESS MANAGENENT
[CONTRACTOR Type Criteria Type Criteria Critaris GNALS CLIMATE
ford Hotor Company Annual Roaus Income sust exceed - - Stock Dptions Management
6 percent of cepitel with SARs tormuls
employed
|Cenersl Dynasmice Annval Bonus Profits before tax - - Stock Optioms Mensgeasat
Corparation sust exceed 14 parcent formula
of shareholder equity. tacludes neture
Achisve WBO gosls. of services
rendered caent
and potantial
contributions,
ausber of ysars
yot te serve, ond
schisvement of ﬂq
goats
[General Clectric Cowpany Aasuval Bonus Net consclidated r Steck Optiens MHenageneut formmlsl Copahsis on hottom-line;
. sarnings snd Oaite Plem foramls tonservative, risk-overse;
asnagement formlas cost-cutting enphasie;
vesistance of older managers
to aew technclegiee
|Genersl Motors Corporation | Annval Bonws Corpotate and divistowsl - - Steck Optioms Me Qecons wortd Coatralise product
profit gosls; pertormance toranls wide { bly; dAecentvalise
of tadividusl msnagers in msaufacturing RiD; etable cerperste
and prodect deoign culture; reapect for
hierarchy snd leyslty
weral Telephone and Aanual Bowus Ratura on equity meat - - - -
[Electeonics Corporation excead 105; sarnfags per
share target; componsnt's
and individusl’s per-
formance goals.
Long-Ters 3 year corporete
Bonus financial parformance
tergete
iConarsl Tire and Ansusl Bonwe Rot avatlsble - - Steck Options Wanegement Cut corporatiea Lack of logical
bber Company fetumls {nte sepatate |anaprasat structere
r. Seloreed Net sveilable conponies to and corporate ceerdi-~
Sonve achisve higher sation; Aerojet Cencral
steck prices enecutives have leasn
astencuy sov thes hefere
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PERFORMANCE-BASED * MARKET-BASED STAATECIC
B0MUS INCINTIVE PLANS EQUITY BUILDING PLANS SQUITY BFILBING PLANS WIS RARAGENENT
CONTRACTOR Type Ceiteria Type Criteris Criteria CNALS CLINATR
Koodysst Tire and Profit-Sharing Consolidated net - - Steck Options t
Pubber Coupany Plan tncone thet exceeds foraule
ST of consolidated
book value of ewt- R
etanding capitsl
steck; divislenmal
or epecitic wvait
profit and WOI goale
cumsan Corporation Annusl Bones Protax profits must - - Restricted Vanagessat Mtatn 30T of
exceed 10X of gversge Steck Avards formmls plus eavaings fres
favested capital 1nued dof
onploynent Suainese
Steck Optiens
and SARS . foraula
jreccules, lac. Annual Bomue After tax profit Bastricted Steck Hanegensnt Seaive for higher Extrems contralisstien,
thet exceads steck- Safte Plen ferwuis Avarde foranle itted tzed sleng
holder favestanent swd 1acludes waturs to high capitel fenctional 1ines, lacpe
loag-tetn debt; develep- of secvicen a1 ugh 1s msneg
sant of insevations sr condeved; sad 1964, majer thrwet
inveations that lead te pest, presest, ar cost-tutting,
fingucisl bemefit or and Cuture hMghar velue-sdded,
safer oparsticns contributions lew cost predecer
te the business
Pulut Packard Company Prolit-Sharing Prafits bofers tanse - - Stosk Op C g 80 Autonsmy of snell
Bosne vith SAR toranla spending, strese divislons
Tewure Douve 10 yesrs of serviee reliabilicy ond
conpany secvice
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PERFORMANCE-PASED NARKET-BASED - STRATECIC
BOMUS INCENTIVE PLANS BQUITY RUILDING PLANS BQUITY BULLDING PLANS ISINESS MANACENENTY
[CONTRACTOR Type Criterte Type Criterts Type Criceris * COALS Qmare
i
Noaeywell, Ime. Aomeal Bonue Porsuls tacludes Performance Leng~tern Steck Purchase
corporate snd weit Shares Plan carnings torswla
pertorsence, and grouth and
1individus) per- other per- Steck Optien Managensat
formance toward forsance toranls
pre~established Cfactors
targets; divideads
of at least 504 per
share aust be paid
Long-Tera Bosus Management formuls
and coatinued
eaploynent through
retirensat
Bughes Afrersft Company Dats sot availsble . Suild cash flew,
costinue hoavy MO
opending, cock long-
tera stvategic gesle st
azponss of shert-ters
peofits, require high
capital iavestasat
1atersations] Business Anmval Bomwe Iadividual, weatt - - Steck Opei ] fea
hiaes Corperstion and corperate with SAR foremls precessing sarkate,
finsnciel perfermsnce. Seost grewth rate
Por cerperate execu- te 13-20% per poar,
tives, EPS growth sad low cest preducer,
for eperating wait confrent Jopeasss
executives, business conpatition,
volune growth awd
schievensat of
fissncial geels.
Intorastional Telephons Annual Bowse Coneelidated net Parforasnce Barnings por | Stock Gptione
Telegraph incons must excesd Wait Plan share grewth | with SAR torwsla
perstion X of sharedolders tate grester
aversge equity thea §X
annuslly
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PEAFORNANCE-BASED MARKET-SASED STRATECIC '
BONUS INCENTIVE PLANS BQUITY BWILDING PLANS BQUITY BULLOING PLANS wsiness MANACENENT |
{conTRACTOR Type Criterta Criteris Ceiterta COALS CLIMATR
[teer corporatton Annusl Bomus t formula - - Steck Options
facludes position formula
claseification, and
achiovesent of .
pecforaance goals by
wait ssd tadividual
Long-Tere At least 3 yesr targets
Bonus to schiave growth in
EP8, tetura own oguity,
Totura on sesets, or
othar goels
Lesr Btegler Inc. Amonel Mecre- Vonagensut appraisal - - Stack eptions Nanagenent Por avery §1 of Stroag heliever la
ticaary Bouve forwmla tetal sseets, get plenning, dump lesst
beck §2 tn esles profitadle preduct
oa vhich pet 4-%4 1ines esoch year,
sat in prelice suphasize prefics
ond productivity
Litton Tndustries Imc. Anousl Semus Vet ssraings befere L} - - Hajor scguiuitions Tighten eparstiog
tax suet emceed 158 Stock forsula ie defense slec- contrels
shareholdere’ Opticns tacledes tronice and energy
favestaent Ples with leag-ters
SAR goels
Lockheed Corporation - - - - Steck Optlens -
with BAR formula
Leral Corporetion Assuel Doave foraule koyed - - Steck Options Nenegenent !
te protite asd cash flew teranla
objectives oo wil oo '
divieien sarnings t
Aanusl Sosus Achievensat of st lesst ‘
4 132 higher ofter tex n
pretite thea previews year ! !
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PEAFORMANCE-BASED MARKET-BASED STPATEGIC
BOWUS IKCENTIVE PLANS BQUIYY BUILDING PLANS SQUITY BUILDING PLANS wsimss HANACENENT
CONTRACTOL Type Criteria Criteria Type Criteria GDALS CLIMATE
LTV Corporation Ansual Bonwe Pre-deternined prefic Perforasace Leag-ters Steck Options Henagesent Rupand serespace
gosls for the corpers Unite Plon goals of formule ond ofl services
tion and profit cesters, profic and {nduetries; Boost
wsually set prefits Teturn o8 contribution of
before tanas assste Vought te eperating
incoms of corperation
Hortin Mariecta Annval Bowue Achisvensnt of pro— - - Steck Options Hanegement
Corporation ostablished objectives with SAR forsuls ond
continued
enployment
WcDonsell Bowglas Ansual Benus Net carnings mset enceed - - - - biversify I: Highly comservative
Corporatien 6% shareholdar equity R ezisting businesees; | risk-sverse style,
ood appraieal of increase share of paternal mansgement,
individeal perfovasace asn-goveranent declisions nsde based
besiness on qusatitative saslysis
itre Corporation Dats wet svailable
Worth Asericsa Philipe - - - - Steck eptions Nanogeneat Streanling spevations,|
Corpecatisn with SAR formule tighten sanagement
centrols, putove
' sgrressive MAD
connd tuent
{Nerchrep Corperstion Ansual Bosus Managenont formula hesed Leag-tere Plve yostr - -
o L porl 1 srowth in
including returs o0 plan carnings
equity, attaimment of per ohare
profit sbjectives, new
coatracts, now product
developaent, retura en
- conpany sseets, and
individuel perfersence ’
ythoon Corporetion - - - - Steck Optisns
formula
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PERFORMANCE -BASRD MARKET-BASED \_ STRATROIC
SOWUS JUCENTIVE PLANS BQSITY WILMING PLANS BUTTY WILAMWG PLANS - BuSlukss SARMODMENT
ia-nm Type Criterts Type Criceris Type Criterts coALS anure
e
LA Corperstion Ansnal Beses Niainum 3% of captcal - - Steck Dptioms Vanegosent Leag resge gesls Intense policicking
cuployed muet bo ssraed wicth SAR fermela and plasaing enphe- ond wrengling
slsed, comnitunest taternally
te electrenics
11 Tetecsational Aansal Sonma Mot esrnings Perforusece Lang-tete Steck Optisas
rpovetion Suite Plan growth in with SAR forauls
primary
ssraings '
por shore
s Asseciastes, Iac. Anosal Beawe Coupeny, group awd Perforunase 3 yoar Stechk Sptioms
divisien ectusl ov Uniz Plea finencial forwula
. projected salee end porforuanse
ncons; indtvidusl por- Srowvth gesals

terusace spprsaisal;
prelicabtiity of o

potticular contract;
technical or dulivery '

achiovensnts .
Eu.-n Tletehet Compony Beta aet svetlsdle
kl.ul Coagpeaten, Ise. Carperate Conselidatend laceme - - ek 1 ise net profite, |Sudeidiary menagenent
Ananel Sonwe befere tazes must excond ond restricted toraula be conpetitive with 12 glven slmset
10 parcent of sharehelder ateek swarde tadustry profit conplete epersting
equity asverspe astonsay

Govett Ammual Wensgensat fermmls
Sonse

ager Coupony Aonval Seaus Achievensnt of tadividuel, |- - Steck Optisms Nenageasnt Plextibiliny ia Nigh petesnsel
orgaaisation snd conpany . with SAR formsla and restructuring tuvesver
' peclorenace sbhjectives oot contioned ooapeny te o able
sanually Loy te d to
ta donentd
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PERFORMANCE ~BASED HARNEY ~-DASED STRATEGIC
SOMUS INCEWTIVE PLANS EQUITY BUILDING PLANS BQUITY BUITLDING PLANS wSiness w
|CONTRACTOR Type Criteris Criteria Criterte GOALS ZRUTY L
Sperty Corporation Ansvsl Bosus Managessnt formuls - Steck Options Wenagesent Be & $100 billlem
formula conpany by 1985 with
earaings of 13 per
“ohare
SAR plan t
forayla
Sundatcand Corporation - - - Bestricted Nensgemant Stay 1 high technel
steck plea [{ 1 i « high prefite
rorurn, market
eadership
Sverdrup Cotporation Data not sveilable
eledyne, Inc. Annusl Boave Nenagenent appraisal swd - - - Sansfe sa impertent Reep sach bustnese
continved service technical subcon- joe @ maell profit
tracter cather than enter; get high
priss; mininize risk |mecgine; corporata
and get high returs; e tight dw copital
prejects shenid ppending
retura ot lesst 20%
on total sosete
Fun Instrumests, lac. - - Performance Crowth ia Steck Opti ~ 1 of sssets Brrong cempany
Uaite Plen net fncons; teranls keyed asset turmever, leyalty, paer
aet lecems te ladividual cash flew konpetition snd
muet sucoed catesr tarpete, recognition
6% of mat prioc yest per-
espital terasace, futers
potentiol snd
ronk in orgeni-
sation
Tentres Inc. . Ansual Sonue Bxcoed targeted T - - - Tighten cach flov Eueuun -
roturn o4 commen oquity ' teistonal
jputencny
Anaual bonue Rsceed targete on I
peclornance objoctives
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PERPORMANCE -BASED WARKET-BASED STRATECIC
S0NUS INCENTIVE PLANS RQUITY SUILDING PLANS EQUITY BUILOING PLANS WsINESS NANAGENENT
€ ok Type Criteris Type Criteria Ceicaria QOALS amare
{Thickel Corporetien Annual benus Net jucess befors tanes Peclormance Leng-tern Btock Optiene Nenagement S yoor plen te be lese
suet enceed 108 of Wnite Plan {4 year) formwla keyed depandent ou goverapent
company‘'s net werth. growth geels te growth ia 11 feted
Contribution of ond incresee earuings ia speciaity chemicelsg
individusie snd walte to iz msrhet doninsat ssrket shere;
schiaving established price of aress margine of 33%;
objectives company stech pregrietary poeition
TR, Inc. Anausl Bonus Tedividual, unic, and - - Bteck Options Nenagoseat 23X caturs ond 10X Paréd-nosed
conpany performsnce, level pich saR forunls rea) profite; sew pbout prefit
' and complexity of the Job commercial preducte
! sod extermal comparisens ae delonse spimifs
‘inited Tacheologies Asasel besus Ssrnings befere taz Por o - Annus] seles of 320 Ptreag costralized
Corperation Yaits Floa ot leng-ters Sillen by 1909; hansgensat; turs-
targets snd diversily swmy frea pver of nsatgere vhe
senagensnt serespece; et a1l to meet prefic
toranla keyed esTnings wate 1e; tight cemtrele
e app! lag fapertent thes pa eperating exponses
Judguent, sarket shere fa pad capttal tavestaente
fattiative, ond et sagines; Mgh
effors of profit targets
fudividesl
Mestiaghowoe Bleceric Annual Bowse Sarnings pet share Perlovnonce 4 pear grewth options Mt towurd service
forpocation performance Share Plan fa reters on formls Susiases, Seesdcasting
Snvested and emevgy
capitsl
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